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We write as managers of large corporate telecommunications
networks in order to urge that the Commission make two important
changes in the so-called "price-cap" regulations that apply to
local exchange telephone companies ("LECs"). We believe these two
changes will lead to lower priced communications service for all
customers, including our companies.

In 1990, the FCC changed the way it regulates LEC communica-
tions service by substituting "price cap" regulation for "rate of
return" regulation.? 1In theory, "price cap” regulation is a regu-
latory approach under which the price of communications service is
regulated directly. By contrast, "rate of return" regulation is a
regulatory system under which price is regulated indirectly by con-
trolling profit.

Unfortunately, we believe two features of the FCC’s existing
LEC price cap rules keep prices of communications service artifi-
cially high. First, although existing rules provide an incentive
for LECs to lower prices by relatively small amounts by allowing
LECs to keep increased profits that result from relatively small
reductions in their operating costs, the rules discourage large
price reductions by prohibiting LECs from keeping any profits that
may result from such large price reductions. The rules produce
this negative result by prohibiting LECs from earning any return on
investment that exceeds 16.25 percent and by allowing them to keep
only half of their profits between 12.25 percent and 16.25 percent.
As a result, although LECs may have an incentive to decrease oper-
ating costs by an amount sufficient to produce a return of 12.25
percent (and perhaps 16.25 percent), they have no incentive to
reduce operating costs by an amount that would produce a higher
return. The plain result is an overly high-cost telephone network
and thus overly high prices for communications service.

&/ See Policy and Rules Concerning Rates for Dominant
Carriers, 5 FCC Rcd. 6786, 6789-90 (1990), Exrratum, 5 FCC Rcd. 7664

(1990), xrecon. 6 FCC Red. 2637 (1991), aff’d sub nom. Nat. Rural

Telecom. Ass’'n v. FCC, 988 F.2d 174 (D.C. Cir. 1993). ,
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A second feature of the FCC’'s existing price cap rules keeps
prices of service artificially high even more directly. Under this
feature, LECs have broad discretion to lower the price of service
by a few percentage points since they can do so without substantial
documentation. But they have little incentive to reduce prices by
large amounts since they must ask the agency’s approval for price
reductions of more than a few percentage points under a complex
legal standard that is hard to meet.?¥ On its face, a rule that
complicates the ability of LECs to lower prices by a large amount
discourages large price reductions.

While the Commission should retain the core requirement of
price cap regulation which mandates that LECs lower prices of ser-
vice annually in inflation adjusted dollars, it should eliminate
the cap on LEC profitability. It also should eliminate the rule
that requires LECs to justify large price reductions under a com-
plex legal standard. These two changes will help consumers by
giving LECs a larger incentive to deploy cost-cutting technologies
in their telephone networks and by giving them a greater ability to
lower the price of service.?

Sincerely,
Glen R. Finch Ray Novak
Telecommunications Manager Director, Telecommunications
Region’s Financial Robinsons-May, a div. of May
Corp./First Alabama Bank Dept. Stores Co.
(Montgomery, Alabama) (No. Hollywood, California)
2/ The amount by which a LEC may lower prices without the

need to meet this high standard is determined by the Service Band
Index as defined by the Commission.

3/ We believe the risks of making these two changes has
grown progressively smaller with each passing year because of
changed circumstances. For example, the Commission itself has
acknowledged that changes in economic factors within the last few
years have speeded the growth of competition in the LECs’
traditional businesses. Notic £fp osed Rulemaking, supra, at
$9 22, 24. The Commission likewise has acknowledged that many
regulatory barriers which previously hampered the ability of
companies to compete with LECs have been eliminated during this
same period. Id. at § 20.
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Kelsey W. Hill

V.P. Systems & Telecommun.
Marriot International, Inc.
(Washington, DC)

Howard Hewgley

Director, Communications
United Inns, Inc.
(Marietta, Georgia)

Curtis G. Anderson
Telecommunications Analyst
Hy Vee Food Stores, Inc.
(Chariton, Iowa)

Bob Lane

AVP

National City Bank, Indiana
(Indianapolis, Indiana)

R.G. Warren

Manager - Telecom.
Raytheon Aircraft Co.
(Wichita, Kansas)

Richard H. Manser

Mgr. Corporate Telecommun.
The Gillette Company
(Boston, Massachusetts)

Jess C. Reed
Assistant Vice President

Government Employees Ins. Co.

(Chevy Chase, Maryland)

Brian Brunink

Communications Administrator

Prince Corporation
(Holland, Michigan)

Frank M. Ferrara

V.P. and Dir., Commun. Ser.
Midlantic National Bank
(West Orange, New Jersey)

Martin Mahler

Voice Communications Mgr.
Block Drug Company, Inc.
(Jersey City, New Jersey)

Edward E. Minyard
Director

Melville Corp.
(Rye, New York)

John P. Viher
Manager, Commun. Services
Bridgestone/Firestone Inc.
(Akron, Ohio)

David J. Wither

Director, Network Management
American Greetings Corporation
(Cleveland, Ohio)

Romn W. Paras

Project Coordinator Telecommun.
Alcan Aluminum Corporation
(Youngstown, Ohio)

Hal Smith

Consultant

First Interstate Bank
(Portland, Oregon)

Joseph C. Schulter

Dir., Telecommun. Services
Air Products and Chem. Inc.
(Allentown, Pennsylvania)

Keith A. Farnham
Telecommunications Manager
Zurn Industries, Inc.
(Erie, Pennsylvania)

W. Joseph Rutter

A.V.P. Telecom

PNC Bank, PGL

(Pittsburgh, Pennsylvania)
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Lonnie M. Johns, Jr.
Corp. Controller

National Fruit Prod. Co., Inc.

(Winchester, Virginia)

Stephen J. Poulakos
Administration Manager
GranCare, Inc.
(Milwaukee, Wisconsin)

William J. Johnson
Director Telecommunications
F.W. Woolworth

(Milwaukee, Wisconsin)

Donald T. Wiczek

Office Manager

The Copps Corp.

(Stevens Point, Wisconsin)

Jerry L. Younger

Director, Network Services
Farmland Industries, Inc.
(Kansas City, Missouri)

Colleen Sherman
Telecommunications Manager
Huntington National Bank
(Columbus, Ohio)

Lawrence A. Kollie

Mgr. Telecommunications
Tultex Corp.
(Martinsville, Virginia)



